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(ITALY) KEY ECONOMIC INDICATORS: 5/10/78 
All values in U.S. $ million Exchange rates used (lire per dollar); 
and represent period averages 832 for current 1976 values; 882 for current 1977 


unless otherwise indicated values; 871 for current 1978 values; 625 for 
constant (1970) values 





ho Cumulative 1978 
Item and date of most recent data 1977 Change (most recent 
data) 





INCOME, PRODUCTION, EMPLOYMENT 
GDP at Current Prices 196,132 
GDP at Constant (1970) Prices 112,362 
Per Capita GDP, Current Prices S$ 3,474 
Plant, Equipment & Transport Investment 
at Constant (1970) Prices 8,440 
National Income at Current Prices 138,940 156,093 
Indices: 
Industrial Production (1970=100) (2/78) 122. i233 
Avg. Labor Productivity (1970=100) 116. 12; 
Avg. Industrial Wage (1975=100) (2/78) 120. 153 
- real % change over comparable 
prior year data as Is 
Unemployment ('000) 1/ (1/78) 125645 
of which: Youths (14-29 years) 1,141 
Avg. Unemployment Rate Z V< 
MONEY AND PRICES 
Primary Liquidity (MI) 141,993 
Interest Rate (Central Bank) 07 ms 
Prime Rate o Dh 16. 
Indices: (1976=100) 
Wholesale Price (3/78) 5 116. 
Retail Price (3/78) ; 127 





BALANCE OF PAYMENTS AND TRADE 
Official Foreign Exchange and 

Gold Holdings 2/ (2/78) 
Net Foreign Position of Banks 2/ (2/78) -3,011. 
External Public Debt 3,443. 3,589. 
External Debt Service Ratio 0.6% i 


6 19 299. 

0 

0 

6 
Balance of Payments 2/ -1,309.1 -2,431. 

4 

0 

1 

4 


-6,623. 


~ 


-140. 
20. 3,145. 
24. 208. 


Balance of Trade -6,687. -2,518. 
Exports, FOB (1/78) 37,460. 45,052. 
U.S. Share 2,416. 3,004. 
Imports, CIF (1/78) 44,147. 47,574, Vs 3,203<9 
U.S. Share 3,477.6 3,284. -5.5 231.5 


Main Imports from U.S. (CY 1977) Machinery and Equipment 38,853 M.T. $751.2; Oil Seeds and 
Cakes 1,353,023 M.T. $385.6; Chemicals 719,301 M.T. $371.0; Feeds and Grains 2,368,791 M.T. 
$296.3; Coal and Coal Products 4,026,341 M.T. $278.1; Aircraft and Parts 815.6 M.T. $135.2; 
Paperpulp, Paper and Manufactures 258,525 M.T. $102.0; Electric Bulbs 1,420 M.T. $78.9; 
Silver, Gold and Platinum 365 M.T. $68.8; Cotton Fabrics 15,850 M.T. $62.6; Petroleum 
Products 468,259 M.T. $61.5; Leaf Tobacco 14,843 M.T. $56.8; Sawed Wood 134,311 M.T. $51.3; 


Iron and Steel Products 57,620 M.T. $38.0; Metal Scrap 197,474 M.T. $27.4. 


NOUL DWOO SO LY 


1/ New series, starting January 1977 (not comparable with prior years data) 
2/ Original data in dollars. 


SOURCES: ISTAT (Italian Central Institute of Statistics), Bank of Italy, GOI Economic Report. 





I. SUMMARY 


During the course of 1977, the Italian economy responded satisfactorily 
to the stabilization efforts taken in early 1977. The rate of inflation 
was reduced to around 15 percent by year end from 22 percent at the 
beginning of 1977 while the current account of the balance of payments 
recorded a positive swing of almost $4.9 billion. The economy paid a 
considerable price, however, for these achievements. The growth rate 
dropped from 5.7 percent in 1976 to 1.7 percent in 1977. Investment 

was stagnant, and the unemployment rate hovered around 7.0 percent. 


For 1978, the average growth rate of the economy is expected to be 
around 2.0-2.5 percent, with the year-on-year rate reaching about 4.5 
percent by the end of this year. The average inflation rate is fore- 
cast at around 13 percent, virtually unchanged from the underlying rate 
of last year. The major impetus to growth should come from exports and 
consumption, particularly private consumption. The investment outlook 
continues to be blurred by high labor costs and a less than clear long- 
term outlook for the economy. The current account of the balance of 
payments is projected to close 1978 in surplus again, at a level not 
much different from the $2.1 billion of 1977. This should allow Italy 
to obtain new funds to meet its debt service and repayment obligations 
of about $5.0 billion in 1978 without difficulty. 


The Italian economy, however, is caught up in a stop-go situation, and 
its medium-term outlook is for a relatively low growth rate, unless 
some fundamental adjustments are made. These adjustments are required 
particularly in the area of government expenditures and labor costs. 


Italy's imports from the U.S. in 1977 leveled off at the $3.3 billion 
position reached in 1975/76. The best sales prospects remain in two 
areas: advanced technology equipment and systems which promise to 
increase productivity and reduce the cost of industrial production, and 
products targeted at serving Italy's export-oriented industries. 
Specific opportunities include computers and peripherals; production 
process control equipment; solar energy equipment and technology; 
electronic components and production equipment; pollution control 
systems; security equipment; and certain consumer goods. 


Opportunities for licensing, co-production and other cooperative ventures 
are growing, particularly vis-a-vis Italian construction and engineering 
firms working in the Near East and North Africa. New U.S. investment 

in Italy, however, continues at a very low level, due primarily to 
continuously rising costs of production and labor rigidity. 





II. DOMESTIC ECONOMY 


A. Overall Growth Patterns. 





The Italian economy grew by 1.7 percent in 1977 in real terms while 
inflation slowed from 22 percent at the beginning of the year to 14.9 
percent by year's end. Industrial production grew by only 0.9 percent 
with most of the growth taking place in the first quarter and output 
declining in subsequent quarters. Investment remained stagnant. 


The economic stabilization measures adopted by the government at the 
beginning of the year in conjunction with the agreement with the Inter- 
national Monetary Fund for a standby loan of $520 million (only $104 
million of which was drawn) effectively slowed the rise in prices and 
shifted the current account of the balance of payments into surplus for 
the first time since 1972. The restrictive measures bore more heavily 
than anticipated, however, on productive output and helped precipitate 
the sharp fall quarter by quarter in output. The deficit of the entire 
public sector in 1977 overshot by about $5 billion the target agreed to 
with the IMF (about $18.6 billion), but this was largely because of the 
shortfall in anticipated revenues--especially value-added tax revenues-- 
resulting from the decline in industrial activity. 


Consumption, both private and public, maintained momentum in 1977 at 
2.1 percent and 2.3 percent rate of growth respectively, in spite of 


the extra tax bites taken by the stabilization program. The buoyancy 
in private consumption was largely supported by further real wage gains 
for the wage and salary earners with their share of national income 
increasing from 69.9 percent in 1976 to 71.6 percent in 1977. 


The slowdown in growth experienced in 1977 is expected to reverse itself 
in 1978, but not dramatically so. The government growth target for 1978 
is 4.5 percent by the end of the year. This suggests that average real 
growth for 1978 would be about 2-2.5 percent. 


B. Sectoral Trends. 


Agriculture had another bad year in 1977 with even less output than in 
1976. While the agriculture sector does not contribute a large per 
centage of GDP (about 7 percent on average), the lack of self-suffi- 
ciency in food production bears adversely on the trade balance. The 
food deficit in the balance of trade was $4.2 billion in 1977. 


Wheat production was particularly poor in 1977 due to adverse weather 
but early predictions for 1978 are optimistic. Livestock production 

on the other hand has shown considerable strength, and production in 
1978 is expected to be 5 percent higher than in 1977. Also, government 
incentive programs in the agriculture sector which are directed towards 
self-sufficiency in the medium term should speed the expected recovery 
in 1978. 
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Both manufacturing and construction did poorly in 1977. Value added in 
the manufacturing industry increased by only 1.9 percent in 1977, led 
by the production of machinery, the largest component of the manufac- 
turing industry, which grew by 4.8 percent. Other leaders were wood 
and furniture, which grew by 8.3 percent, and transportation equipment, 
by 4.4 percent. Manufacture of textiles, leather and shoes, however, 
declined by 1.0 percent, as did food processing which makes up nearly 
10 percent of industrial production. The outlook for 1978 can be 
characterized as moderately optimistic. 


The picture is blurred by the fact that several key industries, such as 
steel, chemical and petroleum processing, are facing difficult financial 
problems and this may in 1978 adversely impact on the industrial sector 
as a whole. Government efforts to stimulate the construction industry, 
if successful, could help this sector given the high multiplier effect 
of new investment in the construction industry. 


Investment continues to be very weak. Replacement of old equipment and 
some modernization activity have maintained investment in machinery, 
plants and equipment at 1976 levels. Only investment in transportation 
equipment expanded in real terms by 6.1 percent. Non-residential housing 
and public works investment remained stagnant in 1977 whereas residential 
housing fell off a further 1.8 percent. 


C. Wages and Employment. 





Unemployment in 1977 was measured as 7.1 percent of the work force, which 
amounts to 1.6 million unemployed workers. Fully 74 percent of the 
unemployed in 1977 were between the ages of 14 and 30, while 28 percent 
had high school diplomas or better. Only 14 percent of those looking for 
work had been previously employed and constituted less than one percent 
of the work force. Thus the very high rate of unemployment reflects 
structural distortions of which youth expectations for only white-collar 
jobs, the high cost of labor, and labor force rigidities are strong 
causative factors. 


Wage levels, as measured by the minimum hourly wage contract index, 
increased by 27.4 percent in 1977, a real increase of nearly 8 percent. 
Italian real wages, during the past few years, have been increasing 
faster than those of other industrial countries. One important reason 
for this is that Italy's system of wage indexation tends to overcompen- 
sate for inflation in the case of about 50% of wage and salary earners. 
Labor contracts affecting over 5 million workers will expire by the end 
of 1978. While the confederations of labor unions have indicated a 
willingness to restrain wage demands in national contract negotiations 
this year, their willingness to do so will likely be linked to demands 
for investment plans which will provide new jobs. 





D. Inflation. 


Inflation decelerated throughout 1977. While at the beginning of the 
year it was running at an annual rate of over 20 percent by year end 

it was down to around 15 percent. The slowdown in the rate of infla- 
tion was made possible by the decrease in the level of domestic aggre- 
gate demand, as the stabilization program began to bite, and by the 
relative stability of the exchange rate and import prices. Since there 
is a strong element of cost-push in Italy's inflation, it is difficult 
to bring inflation under control by monetary and fiscal policies alone. 
For 1978, the government is forecasting a rate of inflation of around 
13 percent, which really represents virtually no improvement from the 
underlying rate of 1977. 


E. Monetary Policy and Interest Rates. 





Short-term interest rates came down substantially during 1977 in line 
with declining internal demand and lower inflation. Longer-term rates, 
however, were stable. The official discount rate declined from 15 per- 
cent in January 1977 to 11.5 percent in August, where it remains to 
date. The yield on 3-month Treasury bills has declined to about 12 1/4 
percent as of March 1978, compared to a peak level of about 18 1/4 per- 
cent 12 months earlier. The banks' prime rate was set at 16 percent in 
December 1977, down from its peak level of 19.50 in June 1977. The 
average yield on longer-term fixed-interest securities has remained at 
about 14 percent during 1977 to date. 


Total domestic credit increased by 18 percent in 1977, compared to the 
20 percent increase registered in 1976. The rates of growth of the 
monetary aggregates, both narrowly and more broadly defined, undulated 
in the range of 20 to 22 percent annual rate in 1977, somewhat down 
from their average levels in 1976, but showing no tendency to decline 
further. The monetary base grew at an annual rate of about 20 percent 
during 1977 through February 1978, which represents an acceleration 
from the declining trend registered in the last half of 1976. 


In order to ensure the restraint necessary for the stabilization of the 
economy, the monetary authorities have kept in place since October 1976 
quantitative limits on commercial banks' loans in lire. The authorities 
have characterized monetary policy as accommodative but not expansionary. 
Further reductions in the nominal level of interest rates is con- 
strained by the need to maintain a favorable incentive for short-term 
capital inflow from abroad, or, at minimum, the necessity of ensuring 
that a substantial amount of such short-term funds does not flow out. 
This consideration will require that the authorities keep domestic 
interest rates sufficiently high relative to those in international 
markets. 





III. BALANCE OF PAYMENTS 


The Italian overall balance of payments moved into surplus in June 1977 
and has remained in surplus to date (latest month's data March 1978). 
That surplus amounted to $2.4 billion in 1977, compared to the deficit 
of $1.3 billion in 1976. The balance of payments continued to run an 
overall surplus of roughly the same order of magnitude (annual rate) in 
the first quarter 1978. 


The economic recession in Italy in 1977 and the large devaluation of the 
lira in 1976 were important factors underlying the positive swing in the 
balance of payments last year. The slowdown in internal demand and 
industrial production was accompanied by a much faster growth of Italian 
exports than imports. In quantity terms, customs basis, exports were 

7.8 percent higher and imports 0.8 percent lower in 1977 than in 1976. 
The trade balance (imports, f.o.b.) in 1977 was in surplus by $136 
million, compared to a trade deficit of $4.2 billion the year before. 
This small surplus must be considered an achievement given a crude oi] 
bill of $10 billion, c.i.f., last year. The 1976 lira devaluation seemed 
to have had a substantial positive impact also on tourist receipts in 
1977. Net receipts from tourism were $3.9 billion in 1977, compared to 
$2.5 billion in 1976. The current account in 1977 was in surplus by 

$2.1 billion (despite net interest payments of $1.1 billion on the foreign 
debt), compared to a current deficit in 1976 of $2.8 billion. 


On a trade-weighted basis, the Italian lira depreciated about 9 percent 
between December 1976 and December 1977, a trend which continued into 
1978. The lira depreciation has occurred mainly relative to the strong- 
currencies; the lira has been stable or appreciated relative to the 
dollar and weak currencies. The stability of the lira vis-a-vis the 
dollar and its depreciation against the DM and other strong currencies 
has been translated into an improvement in Italy's terms-of-trade, since 
the bulk of Italy's imports are paid for in dollars and most of its 
exports are to the strong currency countries. That is, in both lira and 
dollar terms, the unit values of Italian exports have been rising faster 
than the unit values of Italian imports, a development which has 
accounted for a significant part of the improvement in the trade balance. 
The depreciation of the lira relative to the strong currencies has also 
helped offset the relatively higher rate of inflation and labor cost 
increases in Italy, and so, has helped maintain the price competitive- 
ness of Italian products in their most important export markets. 





IV OUTLOOK 


Domestic 


The Italian economy continues to show great resiliency and flexibility, 

as shown by the rapid slowdown in the rate of inflation and the swing of 
the balance of payments into a large surplus. However, the price of this 
resiliency has been on the rise in recent years as the rate of growth 
consistent with external and internal stability has been decreasing. 
Governor Baffi of the Bank of Italy estimates this growth rate is now 
around 3.0 percent. The economy is facing two serious structural problems. 
First is the excessive rate of growth of public sector expenditures 
(particularly of transfer payments), far outstripping a reasonable rate 

of growth in revenues, which are absorbing an ever greater portion of the 
nation's resources. The public sector deficit is about 12 percent of GDP, 
while the savings rate is about 11 percent. The second problem is 

labor costs. In recent years, Italy's per unit labor cost increases have 
far outpaced those in other industrial countries. This has been caused 
by the scissors effect of low productivity and ever rising money wages. 
Not until reasonable progress is made in solving these two problems will 
Italy be able to resume a growth rate high enough to significantly reduce 
unemployment without refueling inflation and causing a large balance of 
payment swing into deficit. 


Balance of Payments 





The balance of payments continues to be a critical constraint on economic 
growth. Focusing on 1978, which is the immediate concern of policy makers, 
the current account is projected to record a surplus of roughly the same 
order of magnitude as in 1977, i.e., about $2 billion. Such an outcome 

is based on the slow pattern of recovery projected for 1978, in which 
demand for imports rises only gradually and Italian exports maintain, if 
not slightly increase, their market shares. This result also assumes the 
authorities continue to take a cautious monetary and credit policy stance 
(as described above), aimed particularly at avoiding a speculative stock 
building boom. 


Concomitant with the projected $2 billion current account surplus, are 
foreign debt repayment obligations amounting to about $4 billion in 1978, 
of which about $1.25 billion due official lenders had already been repaid 
as of the first quarter., Italy has also recommenced borrowing abroad, 
after an absence of about four years from the Eurodollar market, and in 
the first quarter of 1978 Italian borrowers had contracted about $200 
million in new medium-term loans. Private medium-term capital inflow, the 
projected surplus on current account, probably some new official financing 
(as from the EEC or IMF), and a drawdown of official convertible currency 
reserves, which were $6.7 billion as of end March, would enable Italy to 
meet its foreign debt repayment obligations in 1978. 
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V, IMPLICATIONS FOR THE UNITED STATES 


Reflecting the slowdown in over-all imports, Italy's imports from U.S. 
in 1977 leveled off at the $3.3 billion level achieved in 1975/76. At 
the same time, U.S. imports from Italy have risen steadily: the balance 
of trade, which in 1976 was nearly $1 billion in favor of the U.S., 
could reach balance during 1978. Machinery, chemicals, and agricultural 
products continue to be the major U.S. exports, but products concen- 
trated in two significant areas have strong sales potential: highly 
automated, state-of-the-art equipment which promises to increase pro- 
ductivity and reduce the cost of industrial production; and products 
targeted at serving Italy's export-oriented industries, which are doing 
quite well. 


U.S. Sales Prospects 


Specific opportunities include computers and peripherals, which still 
lead all other sectors in growth rate; Italy has still not reached the 
average computer penetration of industry and commerce as have its EC 
partners, and the race toward competitive equality continues, with U.S. 
equipment and technology maintaining an edge. A measure of the 
momentum generated in this field is the growth over the years in the 
size of and attendance at the annual Electronic Data Processing Show 

at the U.S. Trade Center in Milan; it is easily the most important such 
event in Italy. 


Related is a continuously growing opportunity for sale of production 
process control equipment and instrumentation. The rising unit cost of 
production in Italy is a source of major Governmental and private 
concern. U.S. manufacturers of advanced technology equipment have 
found a receptive welcome here, especially from those private firms 
engaged in exports in competition with other industrialized countries. 


Energy is a sector with increasing potential, as in peripheral 
equipment and systems associated with nuclear installations (waste- 
handling storage technology and safety monitoring equipment) and in the 
geothermal field. A rapidly growing sector is solar energy, where 
Italian interest has soared recently: international exhibitions on 
solar energy are scheduled for 1978 in Palermo and Genoa and a growing 
number of Italian firms are actively engaged in research or are seeking 
technology through licensing or joint venture. Much of sunny Italy is 
considered prime territory for exploitation of this new source of 
energy and now is the time for entry into the market. 


Other promising areas include: Electronic components and electronic 


industry production and test equipment; telecommunications equipment; 
air and water pollution control systems; (given the requirements of 
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recent stringent antipollution legislation); devices for industrial 

worker protection; and commercial security equipment and systems. Finally, 
although Italy is a major producer of consumer goods, truly innovative, 
high-quality items have a potential not fully exploited; these can 

include electronic games, portable anti-theft devices, some ready-to-wear 
clothing, stereo equipment, etc. 








The Licensing Route 





Although direct U.S. sales volume to Italy has leveled off, the oppor- 
tunities for licensing, co-production and other cooperative ventures are 
growing. This is especially true for Italian firms in construction, 
engineering and telecommunications work in Africa and the Near East. 
Many other Italian companies engaged in high technology export regularly 
seek licensing opportunities from the U.S. and elsewhere. There is, 
however, some increased resistance to licensing from the U.S. in those 
sectors affected by U.S. export control regulations (as in aviation and 
avionics). 


U.S. Investment in Italy 





Although the Italian Government's stabilization program has helped to 
restore some foreign investor confidence in Italy, labor problems and 
over all uncertainty continue to keep investment inflow very low. 
Continually rising labor costs and the inability of employers to reduce 
the workforce when economic conditions demand have been recognized as 
significant inhibiting factors by Government, industry and some labor 
leaders, but potential investors await evidence of genuine progress 
toward resolving these problems before making commitments. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce Washington, D.C 20230 
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ment of Commerce. 


A Country Marketing Manager is responsible for a country 
or group of countries as listed below. Assistance or informa- 
tion about marketing in these countries may be obtained by 
dialing these key people directly: 202-377 plus the given 


extension. 


Area Extension 


Africa 


Algeria, Libya, Morocco, Tunisia 
Remainder of Africa (except Egypt) 
Europe 
France and Benelux Countries 
Germany and Austria 
Italy, Greece and Turkey 
Nordic countries 
Spain, Portugal, Switzerland and Yugoslavia 
United Kingdom and Canada 


Far East 


Australia and New Zealand 
East Asia and Pacific 
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Southeast Asia 


Latin America 
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Near East 
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Yemen Arab Republic 
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